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This information is required for executive branch review and the Virginia Registrar of Regulations, pursuant to the
Virginia Administrative Process Act (APA), Executive Orders 36 (2006) and 58 (1999), and the Virginia Register
Form, Style, and Procedure Manual.

Please provide a brief summary (no more than 2 short paragraphs) of the proposed new regulation,
proposed amendments to the existing regulation, or the regulation proposed to be repealed. Alert the
reader to all substantive matters or changes.

As a result of the comprehensive revisions to the accountancy statutes that bteative July

1, 2007, some new regulations are needed, and most of the current regulations are no longer
needed. The comprehensive revisions to the accountancy statutes therefage requir
comprehensive revisions to the regulations. Accordingly, the Virginia Boardaoiufstancy
(Board) is proposing to replace all of its current regulations with newatsons.

Statement of final agency action

Please provide a statement of the final action taken by the agency including (1) the date the action was
taken, (2) the name of the agency taking the action, and (3) the title of the regulation.
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At its July 1, 2009, meeting, the Board approved proposing through the fast trackorggulat
process new regulations that would replace all of the current regulations. The gnopese
regulations were subsequently reviewed with the Department of PlaaimihBudget (DPB) and
the Office of the Governor. On October 8, 2009, the Office of the Governor gavéals ini
approval of proposing the new regulations through the fast track regulatory process.

Although there had been no substantive changes to the proposed new regulations since the
Board’s July 1, 2009, meeting and since the Office of the Governor’s initial approval @reOct

8, 2009, there had been some clarifying changes. At its November 24, 2009, meetingidhe Boa
approved the final wording of the proposed new regulations that appears in the Form TH-04. O
December 17, 2009, the Office of the Governor reviewed that wording and gawalits f

approval of proposing the new regulations through the fast track regulatory proleess.

Virginia Society of Certified Public Accountants, whose members compvisea third of the
approximately 22,500 persons who hold a Virginia license, is submitting a lettessixyrits

support of the proposed new regulations.

Legal basis ‘

Please identify the state and/or federal legal authority to promulgate this proposed regulation, including
(1) the most relevant law and/or regulation, including General Assembly chapter number(s), if applicable,
and (2) promulgating entity, i.e., the agency, board, or person. Describe the scope of the legal authority
and the extent to which the authority is mandatory or discretionary.

The Board was established under the former § 54.1-2000 of the Code of Virginia and was
reestablished as an independent board by subsection A of § 54.1-4402 of the Code of Virginia.
Subsection H of 8§ 54.1-4402 of the Code of Virginia gives the Board the responsibility of
enforcing the accountancy statutes and establishing by regulation ruleeedures for the
implementation of those statutes.

a. The accountancy statutes (statutes) are in Chapter 44 (8§ 54.1-4400 et seq.) of Title 54.1 of
the Code of Virginia.

b. The Board’s regulations (regulations) are in Chapter 21 of Agency 5, Title &8 of t
Virginia Administrative Code (18VAC5-21).

Please explain the need for the new or amended regulation. Describe the rationale or justification of the
proposed regulatory action. Detail the specific reasons the regulation is essential to protect the health,
safety or welfare of citizens. Discuss the goals of the proposal and the problems the proposal is intended
to solve.
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Primarily because of the comprehensive revision of the statutes in 2007, ¢heoasiderable
deficiencies in the current regulations.

a. Most of the current regulations are no longer needed because the subjectsmatter i
addressed in the statutes. For example, all the definitions the Board beleeves ar

necessary are now in the statutes. In addition, the statutes now have standards bf conduc

and practice that will remain evergreen. Definitions and standards of conduct and
practice are therefore no longer needed in the regulations.

b. Because of the 2007 revisions to the statutes, many of the current regulations are
inconsistent with the statutes. For example, some terms are defined differ&ime
statutes and the current regulations. In addition, standards of conduct and prdb#ce i
current regulations are out-of-date and therefore inconsistent with the guttiahcs
now in the statutes.

c. The current regulations do not address issues that the 2007 revisions to the statutes
require the regulations to address. For example, the 2007 revisions to the statites g
the Board the ability to enter into confidential consent agreements and directexhtte B
to adopt regulations identifying the type of minor violations for which confidential

consent orders may be offered and limit the number of confidential consent orders that

may be offered to the same licensee in any given period.

d. There are a number of inconsistencies within sections of the current i@taithiat
continue to be applicable. In addition, clarifying changes are needed to most of the
current regulations that continue to be applicable. Examples follow using thaticts
on continuing professional education.

1. The current regulations on continuing professional education are extremelyldiffic
to understand, for example by taking inconsistent positions for categories of
licensees.

2. The current regulations on continuing professional education also do not address

some important issues, such as whether the holder of a Virginia license who has been
exempt from the requirement to obtain continuing professional education should be

required to obtain continuing professional education before he begins providing
services to the public or to an employer.

e. Some of the current regulations were time-sensitive and are no longantel&or
example, regulations on the CPA examination before it became computer-leased ar
longer relevant. In addition, some of the current regulations refer to staiategetre
repealed by the 2007 revisions.

Rationale for using fast track process ‘

Please explain the rationale for using the fast track process in promulgating this regulation. Why do you
expect this rulemaking to be noncontroversial?
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Please note: If an objection to the use of the fast-track process is received within the 60-day public
comment period from 10 or more persons, any member of the applicable standing committee of either
house of the General Assembly or of the Joint Commission on Administrative Rules, the agency shall (i)
file notice of the objection with the Registrar of Regulations for publication in the Virginia Register, and (ii)
proceed with the normal promulgation process with the initial publication of the fast-track regulation
serving as the Notice of Intended Regulatory Action.

The deficiencies in the current regulations are causing considerable cordaosing licensees

and the public over how to apply the requirements of the statutes and the regulationaff The st
and executive committee of the Virginia Society of Certified Public Acemistinformed
members of the Board that they have received a significant number of inquneestalf and
members of the Board have also received inquiries directly. Confusion amongdseansl the
public over how to apply the requirements of the statutes and regulations increaisisahe
noncompliance and the time required to assess and enforce compliance. Dedionetie

current regulations should therefore be cured as soon as possible.

The Board set five criteria in developing the changes to the regulatiorgptusprthrough the
fast track regulatory process:

1. remove regulations that are now addressed by the statutes,

2. add the emergency regulation that became effective May 14, 2009,

3. add interpretations required as a result of the 2007 revisions to the statutes,
4. clarify the existing guidance that continues to be applicable, and

5. eliminate the current regulations that were time-sensitive and are no londed reel
the current regulations that only refer to other regulations.

Changes that conform with these criteria can only have a positive econoruoic 8fye
eliminating the current deficiencies, the risk of noncompliance and the timiea® to assess
compliance will be reduced. No negative economic effects are anticipated.irgima\Society
of Certified Public Accountants, whose members comprise over a third of the apgielyi
22,500 persons who hold a Virginia license, is submitting a letter expressingptatsof the
proposed new regulations. On December 17, 2009, the Office of the Governor approved
proposing the new regulations through the fast track regulatory process.

Substance ‘

Please briefly identify and explain the new substantive provisions, the substantive changes to existing
sections, or both where appropriate. (Provide more detail about these changes in the “Detail of changes”
section.)

The proposed regulations are designed to replace the current regulations with &¢timas.s
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1. 18VAC5-22-10. Definitions.
2. 18VAC5-22-20. Fees.

3. 18VAC5-22-30. Determining whether persons or entities to whom communications are
made, or for whom services are provided, are located in Virginia.

4. 18VAC5-22-40. Determining whether a person who holds a Virginia license is providing
services to the public using the CPA title or to an employer using the CPA title

5. 18VAC5-22-50. Determining whether the principal place of business of a person using
the CPA title, or of a firm, is in Virginia.

6. 18VAC5-22-60. Determining whether a college or university is an accreditetltiosti

7. 18VACS5-22-70. Education.

8. 18VACS5-22-80. Examination.

9. 18VAC5-22-90. Continuing professional education.

10.18VAC5-22-100. Experience.

11.18VAC5-22-110. Demonstrating that a person’s education, CPA examination, and
experience are substantially equivalent to the requirements for obtainirgjraa/
license.

12.18VAC5-22-120. Supervision of firm personnel.

13.18VAC5-22-130. Owners of firms who are not licensees.

14.18VAC5-22-140. Persons who release or authorize the release of reports.

15.18VAC5-22-150. Monitoring program and peer review.

16.18VAC 5-22-160. Confidential consent agreements.

17.18VAC5-22-170. Communication between the Board and licensees.

Although there are 17 sections, the length of the proposed new regulations is apt@igxdme-
third the length of the current regulations.

Issues ‘

Please identify the issues associated with the proposed regulatory action, including:
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1) the primary advantages and disadvantages to the public, such as individual private citizens or
businesses, of implementing the new or amended provisions;

2) the primary advantages and disadvantages to the agency or the Commonwealth; and

3) other pertinent matters of interest to the regulated community, government officials, and the public.
If there are no disadvantages to the public or the Commonwealth, please indicate.

The new regulations will eliminate the significant confusion that currerigyselargely because
of the inconsistencies between the statutes as they were revised in 2007 anckiite c
regulations. This confusion increases the risk of noncompliance. The new regwdtions
protect the public by eliminating the confusion and decreasing the risk of nonaareplia

Eliminating the confusion will also reduce the number of inquiries of the Boardsastafit

about how to apply the statutes and regulations. In addition, reducing the risk of noncompliance
will reduce the number of enforcement cases. The reduction in the number of inquiries and
enforcement cases will enable the Board and its staff to focus on other issues

There are no disadvantages to the public or the Commonwealth in implementing the new
regulations the Board is proposing.

Requirements more restrictive than federal

Please identify and describe any requirement of the proposal which is more restrictive than applicable
federal requirements. Include a rationale for the need for the more restrictive requirements. If there are
no applicable federal requirements or no requirements that exceed applicable federal requirements,
include a statement to that effect.

There are no applicable federal requirements.

Localities particularly affected

Please identify any locality particularly affected by the proposed regulation. Locality particularly affected
means any locality which bears any identified disproportionate material impact which would not be
experienced by other localities.

There are no localities that will be particularly affected by the ngulagons.

Regulatory flexibility analysis

Please describe the agency’s analysis of alternative regulatory methods, consistent with health, safety,
environmental, and economic welfare, that will accomplish the objectives of applicable law while
minimizing the adverse impact on small business. Alternative regulatory methods include, at a minimum:
1) the establishment of less stringent compliance or reporting requirements; 2) the establishment of less
stringent schedules or deadlines for compliance or reporting requirements; 3) the consolidation or
simplification of compliance or reporting requirements; 4) the establishment of performance standards for
small businesses to replace design or operational standards required in the proposed regulation; and 5)
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the exemption of small businesses from all or any part of the requirements contained in the proposed

regulation.

The proposed new regulations will make compliance with the statutes andioeguéatsier,
which makes it easier for licensees and their firms to conduct business in theoGwealth.
The proposed new regulations also provide flexibility, which will also madasier for
licensees and their firms to conduct business in the Commonwealth.

Economic impact ‘

Please identify the anticipated economic impact of the proposed regulation.

Since the proposed regulations are designed primarily to conform the regulatiotize
extensive revisions to the statutes that became effective July 1, 2007, the progoistidms
can cause no additional costs to be incurred. Instead, the proposed regulationsywill likel
produce cost savings because they will reduce the time it takes to understaauitbe and
regulations and how to implement their requirements.

Projected cost to the state to implement and
enforce the proposed regulation, including
(a) fund source / fund detail, and (b) a
delineation of one-time versus on-going
expenditures

No additional costs will be incurred.

Projected cost of the regulation on localities

No additional costs will be incurred.

Description of the individuals, businesses or
other entities likely to be affected by the
regulation

The new regulations will only directly affect

persons who use the CPA title in Virginia and

firms that provide attest services or
compilation services to persons or entities
located in Virginia.

Agency’s best estimate of the number of such
entities that will be affected. Please include an
estimate of the number of small businesses

including its affiliates, that (i) is independently
owned and operated and (ii) employs fewer than
500 full-time employees or has gross annual sales
of less than $6 million.

affected. Small business means a business entity,

It is impossible to estimate with a reasonablé
degree of precision the number of entities th
will be affected. Approximately 22,500
persons and 1,200 firms hold a Virginia

U

at

license. However, the new regulations will not

just affect persons and firms that hold a
Virginia license; they will also affect persons
who use the CPA title in Virginia and firms
that provide attest services or compilation
services to persons or entities located in
Virginia under the substantial equivalency
provisions of the statutes. Those persons a
firms are not required to notify the Board wh
they use the CPA title in Virginia or provide
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attest services or compilation services to
persons or entities located in Virginia.

All projected costs of the regulation for affected No additional costs will be incurred.The
individuals, businesses, or other entities. Board believes the new regulations will likely

Please be specific. Be sure to include the .
projected reporting, recordkeeping, and other reduce the cost of compliance.

administrative costs required for compliance by
small businesses.

Alternatives

Please describe any viable alternatives to the proposal considered and the rationale used by the agency
to select the least burdensome or intrusive alternative that meets the essential purpose of the action.
Also, include discussion of less intrusive or less costly alternatives for small businesses, as defined in
§2.2-4007.1 of the Code of Virginia, of achieving the purpose of the regulation.

Many alternatives were discussed, but none were deemed viable by the Board.

Family impact

Please assess the impact of the proposed regulatory action on the institution of the family and family
stability including to what extent the regulatory action will: 1) strengthen or erode the authority and rights
of parents in the education, nurturing, and supervision of their children; 2) encourage or discourage
economic self-sufficiency, self-pride, and the assumption of responsibility for oneself, one’s spouse, and
one’s children and/or elderly parents; 3) strengthen or erode the marital commitment; and 4) increase or
decrease disposable family income.

The new regulations will make it easier for people to comply with the requitertteprovide
services using the CPA title in Virginia. Increased self-swfficy, self-pride, and responsibility
for oneself, as well as increased disposable family income for all suadngeatsould result.

Detail of changes

Please detail all changes that are being proposed and the consequences of the proposed changes.
Detall all new provisions and/or all changes to existing sections.

If the proposed regulation is intended to replace an emergency regulation, please list separately (1) all
changes between the pre-emergency regulation and the proposed regulation, and (2) only changes made
since the publication of the emergency regulation.

The Form TH-04 proposes to repeal all of the Board’s current regulations, whiohCirapter
21 of 18VACS5, to add a new Chapter 22, and to add the Board’s new regulations to Chapter 22.
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The proposed regulations added to Chapter 22 include, as 18VAC5-22-70, the emergency
regulation that became effective May 14, 2009.

The Form TH-04 is presented in two parts—the basic form, which is presented on pages 1
through 25, and a supplement which appears after the basic form. The pages in the supplement
are numbered 1 through 99.

The basic form—
a. presents the proposed new regulations that will replace the current regulations,
b. accompanies each of the proposed new regulations with a general explanation, and
c. summarizes the main reasons for deletion of most of the current regulations.

The level of detail in the basic form is likely to be helpful for most mesbkthe public
evaluating the proposed changes. However, DPB requested that a more dqitleation be
prepared for its use. In case some members of the public want more detailediexl|aimae
detailed analysis requested by DPB is included in the Form TH-04 as a seppldrhe
supplement consists of three parts:

a. The first part is an introduction. This part is on pages 1 through 4 of the supplement.

b. The second part is a thorough analysis of the disposition of each of the regulations in
Chapter 21. This part is on pages 5 through 82 of the supplement.

c. The third part shows the proposed Chapter 22 with the new regulations. Each of the
proposed new regulations is accompanied by a detailed explanation of the Board’s
conclusions for proposing it. The third part is on pages 83 through 99 of the supplement.

Where relevant, discussions in the basic form are cross-referencecetdetailed discussions
in the supplement.

THE PROPOSED NEW REGULATIONS THAT WILL REPLACE THE CURRENT
REGULATIONS

The regulations the Board is proposing follow. Each section of the proposed newargigat
followed by an explanation that is presentedatics and cross-referenced to the more detailed
discussion in the supplement. References introduced by “8” or “section” irlamations are
citations to the Code of Virginia.
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18VAC5-22-10. Definitions.
The definitions in § 54.1-4400 of the Code of Virginia apply to these regulations.

The current regulations, in 18VAC5-21-10, provide a glossary. As a result of the 2007 revisions,
§ 54.1-4400 contains all the definitions the Board believes are necessary. Therefore, the Board
believes there is no need for a separate definitions section in the regulations. In addition, the
revisions significantly changed most of the definitions that were in the former statdtédse

current regulations. The Board proposes to replace the current 18VAC5-21-10 with 18VAC5-
22-10, which would serve as a placeholder in case future definitions are needed. The
supplement provides a detailed analysis of the changes to each of the definitions in 18VAC5-21
10 on pages 5 through 16.

18VAC5-22-20. Fees.

A. The Board, which § 54.1-4400 of the Code of Virginia defines as the Virginia Board of
Accountancy, shall charge the following fees for services it provides:

Processing an application to take the CPA examination $120
e Processing an application for issuance of a Virginia license 24

e Processing an application for the timely renewal of a
Virginia license 24

e Additional fee for processing an application for a license
renewal that is not timely 25

e Processing an application for reinstatement of a Virginia
license 250

e Processing an application for lifting the suspension of the

privilege of using the CPA title in Virginia or for lifting the

suspension of the privilege of providing attest services or

compilation services for persons or entities located in Virginia 250
e Providing an additional CPA wall certificate 25

e Additional fee for not using the online payment option for
any service provided by the Board 5

B. All fees for services the Board provides are due when the service isteztjard are
nonrefundable.

The current regulations, in 18VAC5-21-20, prescribe requirements for fees. The Board is not
proposing fee increases through the fast track regulatory process. However, revisions are

10
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necessary to conform with the language of the revised statutes and to eliminate unnecessary
parts of 18VAC5-21-20. The Board is therefore proposing to replace 18VAC5-21-20 with
18VAC5-22-20. The supplement provides a detailed analysis of the changes to 18VAC5-21-20
on pages 16 through 18 and discusses the proposed 18VAC5-22-20 on pages 83 and 84.

18VAC5-22-30. Determining whether persons or entities to whom comunications are
made, or for whom services are provided, are located in Virginia.

For the purpose of complying with Chapter 44 (8 54.1-4400 et seq.) of Title 54.1 of the Code
of Virginia for communication to persons or entities located in Virginia or provisingces

for persons or entities located in Virginia, persons are considered to kellot#tirginia if

their primary residence for federal income tax reporting is located ginvér and entities

are considered to be located in Virginia if they conduct any activities girNar

The notion of being located in Virginia is new and appears in different parts of the revised
statutes. Providing requirements for determining whether a person or entity is latated i
Virginia is difficult. Therefore, in developing the proposed new regulation, the Board used a
practical solution that it believes will best protect the public. The supplementsiisdhe
proposed 18VAC5-22-30 on page 84.

18VAC5-22-40. Determining whether a person who holds a Virginia licenss providing
services to the public using the CPA title or to an employer using ¢hCPA title.

For the purpose of determining whether a person who holds a Virginia license is providing
services to the public using the CPA title or to an employer using the CRAgitlleose

terms are defined in § 54.1-4400 of the Code of Virginia, because of the written imdormat
readily available to the public through the Board’s Internet postings, holdingjiais(ir

license constitutes using the CPA title. Accordingly, a person who holds a ¥iligense—

1. is providing services to the public using the CPA title if he provides servicesé¢hat a
subject to the guidance of the standard-setting authorities listed inndarsts of
conduct and practice in subdivisions 5 and 6 of § 54.1-4413.3.

2. is providing services to an employer using the CPA title if he provides to an entity
services that require the substantial use of accounting, financial, tax, or oflser ski
that are relevant, as determined by the Board.

This proposed regulation was primarily designed to clarify that whether the holder of a &irgini
license is subject to the requirement to obtain continuing professional education depends on
whether he provides services, rather than whether he tells the person or entity for whom he
provides the services that he is a CPA. However, the clarification has broader application than
the continuing professional education requirements and accordingly is being proposed as a
separate regulation. For example, the proposed regulation clarifies that the holder of @a/irgi
license cannot avoid compliance with the standards of conduct and practice prescribed by §
54.1-4413.3 by not telling the person or entity for whom he is providing services that he is a
CPA. The supplement discusses the proposed 18VAC5-22-40 on pages 84 through 86.

11
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18VAC5-22-50. Determining whether the principal place of businesof a person using the
CPA title, or of a firm, is in Virginia.

Complying with subdivision A 1 of § 54.1-4409.1, subsection B of § 54.1-4411, or
subsection B of § 54.1-4412.1 of the Code of Virginia requires the person or firm to use
reasonable judgment in determining whether Virginia is the principal pldogsofess in
which the person provides services to the public using the CPA title or the firm provides
attest services or compilation services. The determination shall be relasomasidering

the facts and circumstances and can be based on quantitative or qualitassenagsss. The
determination shall be reconsidered for changes in facts and circumgtatca® not
temporary.

The notion of principal place of business appears in different parts of the revised stahges. T
revised statutes do not require a person or firm to determine where the principal place of
business is, only whether it is in Virginia. The proposed 18VAC5-22-50 therefore provides
requirements for how to determine whether the principal place of business is in Virginia.
Providing requirements for this determination is complex. In the proposed new regulation, the
Board used a practical solution that it believes best protects the public. The supplement
discusses the proposed 18VAC5-22-50 on pages 86 and 87.

18VAC5-22-60. Determining whether a college or university is an accriged institution.

A. For the purpose of complying with subdivision A 1 a of § 54.1-4409.2 of the Code of
Virginia, a college or university that is not accredited by one of the siormegional
accrediting organizations listed in the definition of “accredited institutio®’54.1-4400
of the Code of Virginia or their successors shall be considered an accresiiedion if
it is accredited by an accrediting organization recognized by The CouncigbarH
Education Accreditation (CHEA) or its successor. Publication of the name of the
accrediting organization by CHEA or its successor shall be sufficieificaton that the
accrediting organization is recognized by CHEA or its successor.

B. To determine whether a college or university is an accredited instittittos accredited
by an accrediting organization that is neither one of the six major regiccraiditing
organizations or their successors, nor an accrediting organization recognizedEByor
its successor, representatives of the accrediting organization shall ihegtask force
appointed by the Board to study and recommend to the Board how the organization shall
demonstrate that its accreditation process and standards are substamntigdient to the
accreditation process and standards of the six major regional accredyamizations or
their successors. The size and composition of the task force shall depend ors tedfact
circumstances. However, at least one of the members of the task force shall have
substantial experience with the accreditation process and standards of thpsix ma
regional accrediting organizations or their successors.

After the task force provides its recommendations to the Board, the Board siagl de
what the requirements shall be to demonstrate that the accreditation procdasdads

12
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of the accrediting organization are substantially equivalent to the actmdpeocess

and standards of the six major regional accrediting organizations or theissarscend

shall communicate its decision to the organization. The organization shall then provide
the required documentation to the Board that will enable the Board to decide vehether
college or university accredited by the organization is an accredited iostifistdefined

in 8 54.1-4400 of the Code of Virginia.

The current regulations, in 18VAC5-21-10, define “accredited institution” generally asegeoll
or university accredited by one of the six major regional accrediting organizations. One of the
2007 revisions to the statutes was to define “accredited institution” but in a broader way than
the definition in the current regulations. Under the definition in 8 54.1-4400, a college or
university can be considered to be an accredited institution if either—

a.

b.

it is accredited by one of the six major regional accrediting organizations, or

it is accredited by an accrediting organization demonstrating to the Board that its
accreditation process and standards are substantially equivalent to the accreditation
process and standards of the six major regional accrediting organizations.

The proposed 18VAC5-22-60 provides requirements for how an accrediting organization can

demonstrate substantial equivalence to the accreditation process and standards of the six major

accrediting organizations. The supplement provides a detailed analysis of the changes to the
definition of “accredited institution” in the current regulations on pages 5 and 6, and it
discusses the proposed 18VAC5-22-60 on pages 87 and 88.

18VAC5-22-70. Education.

A. In order for a person to take the CPA examination through Virginia, he must have

obtained from one or more accredited institutions or from the National Collegestat le
120 semester hours of education, a baccalaureate or higher degree, and amgccounti
concentration or equivalent prior to taking any part of the CPA examination.

For the purpose of complying with subsection A of this section and with subdivision A 1
a of § 54.1-4409.2 of the Code of Virginia, obtaining an accounting concentration or
equivalent requires obtaining at a minimum:

1. 24 semester hours of accounting courses, including courses in auditing, financial
accounting, management accounting, and taxation; and

2. 24 semester hours of business courses, no more than six semester hours of which
could be considered accounting courses.

Principles or introductory accounting courses cannot be considered in determining

whether a person has obtained the 48 minimum number of semester hours required for an

accounting concentration or equivalent.

13
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With the exception of some required numbering and lettering changes, the proposed 18VAC5-22-
70 is the same as the emergency regulation that became effective May 14, 2009, and appears in
the current regulations as subsection B of 18VAC5-21-30. The supplement discusses subsection
B of 18VAC5-21-30 on pages 19 and 20, and it discusses the proposed 18VAC5-22-70 on pages
88 and 89.

18VAC5-22-80. Examination.

A. In order to comply with subdivision A 1 b of § 54.1-4409.2 of the Code of Virginia:

1.

2.

3.

4.

Each section of the CPA examination must be passed by attaining a unifeingpas
grade established through a psychometrically acceptable standard-gettiedure
approvedy the Board.

Persons may take sections of the CPA examination in any order.

A person who fails a section of the CPA examination may not retake that section until
the next quarter of the calendar year.

When a person first passes a section of the CPA examination, he has 18 months to
pass the remaining sections. If the remaining sections are not passedhgitttia t

month period, the person loses credit for the first section passed, and a new 18-month
period starts with the next section passed.

B. Failure to comply with the policies established by the Board for conduct aPthe C
examination may result in the loss of eligibility to take the CPA exaromati credit for
sections of the CPA examination passed. Cheating by a person in connection with the
CPA examination shall invalidate any grade earned on any section of the CPA
examination and may warrant expulsion from the CPA examination site and
disqualification from taking the CPA examination for a specified period of time a
determined by the Board.

C. The Board may postpone scheduled CPA examinations, the release of grades, or the
issuance of licenses under the following circumstances:

1.

2.

3.

4.

A breach of CPA examination security;
Unauthorized acquisition or disclosure of the contents of a CPA examination;

Suspected or actual negligence, errors, omissions, or irregularities in toga@uc
CPA examination; or

Any other reasonable circumstances.

D. Prior to being considered for a Virginia license, a person shall pass anestimemation
approved by the Board.

14
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The current regulations prescribe examination requirements in subsection C of 18VA05-21

The Board proposes to replace subsection C of 18VAC5-21-30 with 18VAC5-22-80.

In drafting

the proposed 18VAC5-22-80, the Board generally retained some of the requirements of
subsection C of 18VAC5-21-30 but updated and simplified the wording. In addition—

a.

The supplement provides a detailed analysis of the changes to subsection C of 18VAC5-21-30 on

The definition of “CPA examination” in § 54.1-440fs written so that it would remain
evergreen and providing detail in the regulations would be unnecessary.

Some parts of subsection C of 18VAC5-21-30 of the current regulations were time-
sensitive and are no longer necessary.

pages 20 through 24 and discusses the proposed 18VAC5-22-80 on 89 and 90.

18VAC5-22-90. Continuing professional education.

A.

If during the current calendar year a person who holds a Virginia license mrovide
services to the public using the CPA title, he shall have obtained at least 120 hours of
continuing professional education during the three-calendar-year period erithinigen
current calendar year. For each of the calendar years in that periodll hawha

obtained at least 20 hours of continuing professional education, including an ethics
course of at least two hours.

1. If the person also holds the license of another state and Virginia is not the principa
place of business in which he provides services to the public using the CPA title, the
ethics course taken to comply with this subsection either shall conform with the
requirements prescribed by the Board or shall be an ethics course aectpthél
board of accountancy of another state in which the person holds a license.

2. Otherwise, the ethics course shall conform with the requirementsipegsby the
Board.

If during the current calendar year a person who holds a Virginia license mrovide
services to an employer using the CPA title and did not provide services to the public
using the CPA title, he shall have obtained a minimum number of hours of continuing
professional education determined as follows:

1. If the current calendar year is 2009 or 2010, the person shall have obtained at least 90
hours of continuing professional education during the three-calendar-yeat peri
ending with the current calendar year. For each of the calendar ydaas petiod,
he shall have obtained at least 15 hours of continuing professional education,
including an ethics course of at least two hours.

2. If the current calendar year is 2011 or later, the person shall have obtainexd at lea
120 hours of continuing professional education during the three-calendar-year period

15



Town Hall Agency Background Document Form: TH-04

ending with the current calendar year. For each of the calendar ydaas period,
he shall have obtained at least 20 hours of continuing professional education,
including an ethics course of at least two hours.

The ethics course taken to comply with this subsection either shall conform with the
requirements prescribed by the Board or shall be an ethics course decteptiab board
of accountancy of another state in which the person holds a license.

C. If during the current calendar year a person who holds a Virginia license rovide
services to the public using the CPA title or to an employer using the CPantitldid
not hold a Virginia license or the license of another state during one or both of the two
preceding calendar years, he shall determine whether he has comfiiduewi
requirements of subsection A or B of this section as follows:

1. If the person became licensed during the current calendar year, he shalliberedns
to have met the requirements of the subsection for the three-calendar-yer peri
ending with the current calendar year.

2. If the person became licensed during the preceding calendar year, he shall be
considered to have met the requirements of the subsection for the three-cadamdar-y
period ending with the current calendar year if during the current calepaiahg
obtained at least the minimum number of hours of continuing professional education
required by the subsection for the current calendar year, including an eth&s abur
at least two hours.

3. If the person became licensed during the calendar year prior to the prec@didac
year, he shall be considered to have met the requirements of the subsection for the
three-calendar-year period ending with the current calendar yearmfidba current
calendar year and the preceding calendar year he obtained at leastitmenmi
number of hours of continuing professional education required by the subsection for
each of the years, including for each year an ethics course of at ledsiuve.

D. If during the current calendar year a person who holds a Virginia liceths®tprovide
services to the public using the CPA title or to an employer using the CRAditie not
required to have obtained continuing professional education during the three-calendar-
year period ending with the current calendar year. However, in order to begidiny
those services—

1. He is required to have obtained at least 120 hours of continuing professional
education prior to providing the services, including an ethics course of at least tw
hours.

2. The ethics course shall conform with the requirements prescribed by thef@oiuel
calendar year in which the person begins providing the services.
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Continuing professional education obtained during the three calendar years prior to the
current calendar year and from the start of the current calendaoyghen he begins
providing the services shall be considered in determining whether the person has
complied with the requirements of this subsection.

E. If a person who has not held the license of any state applies for a Virgenadiafter
the end of the calendar year in which he passes the CPA examination, he shall obtain
continuing professional education prior to applying for the license, including as ethic
course of at least two hours.

1. The required minimum number of hours of continuing professional education shall be
40, 80, or 120 depending on whether he applies for the Virginia license by the end of
the first calendar year after the calendar year in which he passesAhe CP
examination, by the end of the second calendar year, or later.

2. The ethics course shall conform with the requirements prescribed by the 8otmel
calendar year in which the person applies for the license.

Continuing professional education obtained subsequent to passing the CPA examination
but during the three calendar years prior to the calendar year in which tbe ppplies

for the license and from the start of that calendar year to when he applies lioense

shall be considered in determining whether he has complied with this requirement

F. Continuing professional education acceptable to the Board may be obtained through a
variety of forums, provided there is a means of demonstrating that the education was
obtained. The following forums are acceptable:

1. Attendance at seminars and educational conferences, provided that the instructors
have appropriate knowledge of the subject matter and use appropriate teaching
materials and that attendance is monitored in a manner that can be verified by t
Board;

2. Taking courses at an accredited institution for credit;

3. Self-study courses, provided there is a method for determining that the pergbe met
learning objectives;

4. Making a presentation at a professional seminar, educational conference, or in a
classroom setting, provided the person has appropriate knowledge of the subject
matter and uses appropriate teaching materials; and

5. Writing material that is relevant to providing services to an employer ustnGRA
title or to the public using the CPA title, that is formally reviewed by an inotkrd
party, and that is published in a book, magazine, or similar publication that is used by
persons who provide services to the public using the CPA title or to an employer
using the CPA title.
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Whether other forums are acceptable shall be determined by the Boardserby-case
basis.

. In determining whether a person has obtained the required number of hours of continuing

professional education:
1. Repeat presentations shall not be considered.

2. No more than 30 hours from preparing for and making presentations shall be
considered during each three-calendar-year period.

3. One semester-hour of credit for courses at an accredited institution desstu
hours of continuing professional education, and one quarter-hour of credit constitutes
10 hours of continuing professional education.

. Depending on the facts and circumstances, the Board may waive all or part of the

continuing professional education requirement for one or more calendar yeestor g
additional time for complying with the continuing professional education regemmem
provided that the waiver or deferral is in the public interest.

The current regulations prescribe requirements for continuing professional education in
18VAC5-21-170. The proposed 18VAC5-22-90 would replace 18VAC5-21-170. In addition, the
proposed 18VAC5-22-40, which is entitled “Determining whether a person who holds a Virginia
license is providing services to the public using the CPA title or to an employer usingAhe C
title,” clarifies that the requirement to obtain continuing professional education depends on
whether services are provided, not whether the holder of the Virginia licelsstheeperson or

entity for whom he provides services that he is a CPA. A summary of the effectontinuing
professional education requirements of adding the proposed 18VAC5-22-40 and replacing
18VAC5-21-170 with the proposed 18VAC5-22-90 follows.

a.

The clarity of the continuing professional education requirements will be improved
significantly.

The terminology and definitions will conform with the terminology and definitions now
used in the statutes as a result of the 2007 revisions.

Effective dates and cites that are no longer relevant will be eliminated.

The transition period presently available for persons who provide services to an
employer using the CPA title will not be affected.

There will be no change in the amount of continuing professional education required.

The requirement to obtain continuing professional education in ethics will focus on
professional ethics rather than the statutes and regulations and provide situations in
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which an ethics course acceptable to the board of accountancy of another state in which
the person holds a license will satisfy the requirement.

g. It will be clear that the requirement to obtain continuing professional education cannot
be avoided by not saying that the person providing services is a CPA.

h. The holder of a Virginia license will still be able to use the CPA title in Virginiaowt
obtaining continuing professional education as long as he does not provide services to
the public using the CPA title or to an employer using the CPA title. If he begins
providing those services, he will be subject to the continuing professional education
requirements prospectively and will also be subject to a catch-up requirement that must
be met before he begins providing services.

i. It will be clear how to apply the three-calendar-year requirements after a person who has
not previously been licensed first obtains a Virginia license.

J. It will be clear when a person who has not previously been licensed must obtain
continuing professional education prior to applying for a Virginia license.

k. The Board will continue to have the ability to waive or defer the continuing professional
education requirements.

[. A holder of a Virginia license will still need to be able to document compliance with the
continuing professional education requirements.

m. It will be clear that continuing professional education can be obtained through a variety
of forums.

n. There will be no change to the amount of continuing professional education obtained
through making presentations that can be considered in determining whether a person
has complied with the continuing professional education requirements. In addition, there
will continue to be no limit on the amount of continuing professional education obtained
through writing that can be considered.

The supplement provides a detailed analysis of the changes to 18VAC5-21-170 on pages 62
through 82, and it discusses the proposed 18VAC5-22-90 on pages 90 through 94.

18VAC5-22-100. Experience.

Prior to applying for a license, a person must have been employed in academmia, a fi
government, or industry in any capacity involving the substantial use of accounting,
financial, tax, or other skills that are relevant, as determined by thd,Bogroviding
services to the public using the CPA title or to an employer using the C&fotith period
that is the full-time equivalent of one year. Whether other skills arearglstall be
determined by the Board on a case-by-case basis. Self-employment doeghibte
definition of “experience” in 8 54.1-4400 of the Code of Virginia.
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The current regulations, in subsection D of 18VAC5-21-30, prescribe an experience requirement
that must be met prior to applying for a license. The proposed 18VAC5-22-100 would replace
the requirements of subsection D of 18VAC5-21-30. The 2007 revisions to the statutes added a
definition of “experience” to § 54.1-4400 and added a statement in subdivision A 1 d of § 54.1-
4409.2 that the Board will prescribe an experience requirement. The proposed 18VAC5-22-100
prescribes the experience requirement based on the definition of “experience” in £400.1-

In addition, the last sentence of the proposed 18VAC5-22-100 clarifies that the Board intends for
experience to be obtained through mentoring and that self-employment of any type does not
qualify. The supplement provides a detailed analysis of the changes to subsection D of 18VAC
5-21-30 on pages 24 through 26, and it discusses the proposed 18VAC5-22-100 on page 94.

18VAC5-22-110. Demonstrating that a person’s education, CPA examination, and
experience are substantially equivalent to the requirements for ohining a Virginia license.

Subdivision A 2 of § 54.1-4411 of the Code of Virginia does not require the person to notify
the Board that the person’s education, CPA examination, and experience are sillgstanti
equivalent to the requirements for obtaining a Virginia license.

Subsection A of § 54.1-4411, which was added to the statutes by the 2007 revisions, prescribes
the two ways a person licensed in another state can be considered to have met requirements that
are substantially equivalent to those prescribed by the Bo&ing second of those two is that the
person has demonstrated meeting education, CPA examination, and experience requirements
that are substantially equivalent to those prescribed by the Bord.proposed 18VAC5-22-

110 clarifies that the Board intended that the person would not be required to notify the Board
that his education, CPA examination, and experience are substantially equivalent to the
requirements for obtaining a Virginia license. The supplement discusses the proposed 18VAC5-
22-110 on page 94.

18VAC5-22-120. Supervision of firm personnel.

To comply with subdivision C 2 of § 54.1-4412.1 of the Code of Virginia, a person’s work
must be planned, supervised, and reviewed by a person who either (i) holds a Vigmnsa lic
or (ii) holds the license of another state and complies with the substantialleqcyva
provisions of § 54.1-4411 of the Code of Virginia.

The supervision notion was added to the statutes by the 2007 revisions and was intended to
encompass not just supervision but also planning and review. The proposed 18VAC5-22-120
makes that intention clear. The supplement discusses the proposed 18VAC5-22-120 on pages 94
and 95.

18VAC5-22-130. Owners of firms who are not licensees.
To comply with subdivision D 2 of § 54.1-4412.1 of the Code of Virginia, owners of a firm

who are not licensees must be persons who, based on the facts and circumstarngesteparti
in the firm’s activities on a regular, continuous, and substantial basis.
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The current regulations, in subdivisions B 2 and C 2 of 18VAC5-21-60, prescribe a minimum
number of hours owners who are not licensees must work for a firm. The Board proposes to
replace those requirements with 18VAC5-22-130. The Board believes practice has changed so
that prescribing a minimum number of hours is no longer effective in protecting the public. The
intention of subdivision D 2 of § 54.1-4412.1, which was added through the 2007 revisions, is to
prevent control of firms by passive investors. The proposed 18VAC5-22-130 makes that
intention clear, using language patterned after the Internal Revenue Service guidance on
determining whether an individual is a passive investor. The supplement provides a detailed
analysis of the changes to subdivisions B 2 and C 2 of 18VAC5-21-60 on pages 40 through 42,
and it discusses the proposed 18VAC5-22-130 on page 95.

18VAC5-22-140. Persons who release or authorize the release of reports.

A. To comply with subdivision D 4 of § 54.1-4412.1 of the Code of Virginia, a person who
releases or authorizes the release of reports on attest services ortcomgelaices
provided for persons or entities located in Virginia shall annually obtain a minohum
eight hours of continuing professional education related to attest services olatompi
services. The hours obtained to meet this requirement shall be considered imdegerm
whether the person has complied with the requirements of 18VAC5-22-90.

B. Firms providing attest services or compilation services shall establisiepaind
procedures to provide the firm with reasonable assurance that persons who release or
authorize the release of reports on attest services or compilation sepssesgpthe
kinds of competencies that are appropriate given the facts and circurastdhese
policies and procedures shall address the required technical proficienidiarigmvith
the industry and the person or entity, skills that indicate sound professional judgment, and
other competencies necessary under the circumstances.

The current regulations, in 18VAC5-21-50, prescribe requirements for a person who releases or
authorizes the release of reports on attest services or compilation serviee&oard proposes

to replace the requirements of 18VAC5-21-50 with 18VAC5-22-140. Subdivision B 2 of
18VAC5-21-50 generally imposes an experience requirement on those persons that is based on a
minimum number of hours. The Board believes practice has changed so that prescribing a
minimum number of hours is no longer effective in protecting the public.

The overriding objective of subdivision D 4 of § 54.1-4412.1, which was added in the 2007
revisions, is to require that a firm have procedures in place to ensure that persons who release
or authorize the release of reports have the kinds of competencies that are appropriate for t
engagement. The competencies addressed in the proposed 18VAC5-22-140 are patterned after
guality control standards established by the American Institute of Certified PulshciAt@ants.

The Board also believes that the public is better protected if these persons obtaiheiglgas

hours each year of continuing professional education related to attest services or compilati
services. The proposed requirement does not increase the total number of hours of continuing
professional education required.
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The supplement provides a detailed analysis of the changes to 18VAC5-21-50 on pages 34
through 37, and it discusses the proposed 18VAC5-22-140 on pages 95 and 96.

18VAC5-22-150. Monitoring program and peer review.

In order to comply with subdivision D 6 of § 54.1-4412.1 of the Code of Virginia, a firm
shall comply with all components of the monitoring program in which it is enrolledpexce
that, depending on the facts and circumstances, the Board may waive the requioement
peer review or grant additional time for complying with the requirement.

The current regulations prescribe requirements for peer review in 18VAC5-21-70, but changes
in national peer review requirements have made much of 18VAC5-21-70 out-of-date. Because
the 2007 revisions to the statutes define “peer review” in § 54.1-4400 in a way that makes it
evergreen, the Board believes the regulations should only address three aspects ofgeer rev
The first two are addressed by this proposed regulation, and the third aspect is addressed by
subdivision A 2 of the proposed 18VAC5-22-170, which is entitled “Communication between the
Board and licensees.” The supplement provides a detailed analysis of the changes to 18VAC5-
21-70 on pages 42 through 45, and it discusses the proposed 18VAC5-22-150 on pages 96 and
97.

18VAC5-22-160. Confidential consent agreements.

To determine whether to enter into a confidential consent agreement under sabsedtg
54.1-4413.5 of the Code of Virginia, the Board shall consider a violation minor if the Board
believes that the violation was not intentional misconduct, was not the result of gross
negligence, and did not have a significant financial impact on persons or entitee8odrd
shall enter into no more than two additional confidential consent agreements wislora qer
firm within ten years after the first confidential consent agreement.

This proposed regulation is in response to the 2007 revision to the statutes that gave the Board
the ability to enter into confidential consent agreements and directed the Board to provide
regulations that identify the type of minor violations for which confidential consent ordgrs m

be offered and limit the number of confidential consent orders that may be offered to the same
licensee in any given period. The supplement discusses the proposed 18VAC5-22-160 on pages
97 and 98.

18VAC5-22-170. Communication between the Board and licensees.
A. When requested by the Board:

1. Persons or firms applying for the issuance, renewal, or reinstatemevirgira
license or for lifting the suspension of the privilege of using the CPA title gin¥ar
or providing attest services or compilation services for persons or entig¢sdon
Virginia shall provide the Board with support for their conclusion that they have
complied with applicable provisions of Chapter 44 (8§ 54.1-4400 et seq.) of Title 54.1
of the Code of Virginia and Board regulations.
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2. Firms shall provide the Board with proof of enroliment in a monitoring program and
copies of reports and other documentation related to acceptance of their ¥es.revi

3. Persons or firms shall provide the Board documents related to the Board’s
investigation of their possible violation of provisions of Chapter 44 (8 54.1-4400 et
seq.) of Title 54.1 of the Code of Virginia or Board regulations.

Each person or firm shall respond within 30 calendar days to any request for irdormat
by the Board under this subsection.

B. Each holder of a Virginia license shall notify the Board in writing within 30rwr
days of any change in the holder’s name or in the postal and electronic esldvbese
the person or firm may be reached.

C. The Board shall transmit license renewal notices electronicallgsial@erson or firm is
unable to communicate electronically. However, § 54.1-4413.2 of the Code of Virginia
places the responsibility for renewing a Virginia license on its holder, and tha
responsibility is not affected by whether the holder receives a licemse@aknotice.

A number of the current regulations require providing documentation when requested by the
Board. Rather than prescribing each situation, the Board believes a more efficient andeeffecti
approach to protecting the public is to establish a general requirement in this proposed new
regulation. The supplement discusses the proposed 18VAC5-22-170 on pages 98 and 99.

A SUMMARY OF THE MAIN REASONS FOR DELETION OF MOST OF THE
CURRENT REGULATIONS

1. A summary of the main reasons for deletion of most of the current regultditmwes. It is
presented in four sections:

a. A summary of the current regulations that are no longer needed because of the 2007
revisions to the statutes.

b. A summary of the current regulations that would be replaced with a generatneguoi
to comply with the Board’s request for information.

c. A summary of the current regulations that were time-sensitive and aveger heeded.

d. A summary of the current regulations that only refer to other regulationseaittteaefore
unnecessary

The sections are cross-referenced to the more detailed discussion in the sapplem

A Summary of the Current Regulations That Are No Longer Needed Because thfe 2007
Revisions to the Statutes
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2. Glossary. Prior to the 2007 revisions to the statutes, both the statutes and the regulations had
a glossary. One of the revisions to the statutes was a comprehensive revisighogkdry,

which is in § 54.1-4400. Some definitions were added, some were deleted, and the remaining
definitions were updated to reflect significant changes that have occurcedise definitions

were first provided. The Board believes the glossary in the revised statstéficient and that

there is therefore no need for a glossary in the regulations.

3. While the new regulations include a definitions section in 18VAC5-22-10 as thestitsirg

it only points the reader to the definitions in § 54.1-4400. The Board believes that in general
glossary is only needed for terms that are used pervasively throughout the atadutes
regulations and that terms with limited use can be defined in the text. The saipipbeavides a
detailed analysis of the changes needed to the definitions in the current regulatiogssdh pa
through 16.

4. Licensing Terminology. The 2007 revisions to the statutes were under the general umbrella
of licensing, either of persons or firms. The revised statutes thereforalpdbe licensing
requirements for persons and the licensing requirements for firms, usimegrthé@itensefor

both rather than using different terms. This better conveys the point that the Boarthidy

about licensing. The current regulations take a different approach, gensmadythe term

“CPA certificate” when talking about licenses for persons and “reticstraertificate” when

talking about licenses for firms. Deletions to the current regulations joshform the licensing
terminology are pervasive.

5. Licensing Categories. The 2007 revisions to the statutes provide the framework for all the
licensing requirements of persons and firms. The Board believes the reatsesgprovide all
the information needed and the following sections of the current regulations are o longe
needed:

a. 18 VAC 5-21-40, which prescribes licensing requirements for persons, and
b. 18 VAC 5-21-60, which prescribes licensing requirements for firms.

The supplement provides a detailed analysis of the changes to 18VAC5-21-40 on pages 26
through 34, and on pages 37 through 42 provides a detailed analysis of the changes to 18VACS5-
21-60.

6. Standards of Conduct and Practice Prior to the 2007 revisions, the statutes referred to
standards of conduct and practice but did not define them. Instead, they were defiedi/én t
sections presented as Parts IV, V, and VI of the current regulations. Muchreqtimements in
those sections are out-of-date. For example, Part V of the current regulatienslly only
requires compliance with accounting and auditing guidance provided by adi®st@urces
through 2000.

7. Section 54.1-4413.3 was added to the statutes as part of the 2007 revisions to require
compliance with standards of conduct and practice that are tied to guidance provided by
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nationally-recognized standard-setting bodies that is regularly updated waly the standards

of conduct and practice remain evergreen and will not require updating. The Boardstieev

new statute on standards of conduct and practice stands on its own and that Parts IV,I1V, and V
of the current regulations should be deleted. The supplement provides a detailed anhlgsis of
changes to Parts 1V, V, and VI on pages 51 through 62.

A Summary of the Current Regulations That Would Be Replaced with a General
Requirement to Comply with the Board’s Request for Information

8. Some of the current regulations require licensees to comply with requestsBmatidefor
information, and those regulations would be replaced by the general requirerasatipd by

the proposed 18VAC5-22-170. For example, subsection C 2 b of 18VAC5-21-40 of the current
regulations, which addresses certain written affirmations, should be deletedupplarsent
discusses this subdivision on page 29.

A Summary of the Current Regulations that Were Time-Sensitive and Are bl Longer
Needed

9. Some of the current regulations were time-sensitive and are no longer needexarkiole,
subdivisions C 2, C 3 b, and C 4 of 18VAC5-21-30, which generally only applied prior to when
the CPA examination became computer-based, should be deleted. The supplemeasdiscuss
those subdivisions on pages 20 through 23.

A Summary of the Current Regulations that only Refer to Other Regulationgnd Are
Therefore Unnecessary

10. Some of the current regulations only refer to other regulations and are therefaressang
For example, the following current regulations should be deleted:

a. Subsection E of 18VAC5-21-40. The supplement discusses the subsection on page 30.

b. The first paragraph of subsection A of 18VAC5-21-50. The supplement discusses the
subsection on pages 34 and 35.

c. Subsection D of 18VAC5-21-60. The supplement discusses the subsection on page 42.

d. Subsections E and G of 18VAC5-21-80. The supplement discusses the subsections on
pages 46 and 47.

e. Subdivision A 3 of 18VAC5-21-90. The supplement discusses the subdivision on page
49.
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INTRODUCTION

1. The Virginia Board of Accountancy (Board) was established under therf@rg¥e1-2000

of the Code of Virginia and was reestablished as an independent board by subsection A of 8
54.1-4402 of the Code of Virginia. Subsection H of § 54.1-4402 of the Code of Virginia gives
the Board the responsibility of enforcing the accountancy statutes andsigtailiy regulation
rules and procedures for the implementation of those statutes.

a. The accountancy statutes (statutes) are in Chapter 44 (8 54.1-4400 et seq.) of Title 54.1 of
the Code of Virginia.

b. The Board’s regulations (regulations) are in Chapter 21 of Agency 5, Title &8 of t
Virginia Administrative Code (18VAC5-21).

2. In October 2004, the Board began a comprehensive reconsideration of the atatutes
regulations. The Board spent over two years developing a proposal for the Gesenabld0o
consider.

3. Under the proposal, there would be a comprehensive revision of the statutes, with the
overriding objective of putting into place requirements that would be comprehensiggeene
and relatively simple to understand. During the 2007 General Assembly session, thedpropos
revisions to the statutes were approved unanimously by both the Senate and the House of
Delegates. They were signed into law by Governor Kaine in March 2007 and béfsantinece
July 1, 2007.

4. The comprehensive 2007 revisions to the statutes have two pervasive effects orettie curr
regulations: some new regulations are needed, and most of the current regulatmnioager
needed. In May 2007, the Board began developing proposed changes to the regulations to
eliminate the deficiencies by replacing the current regulations withregulations. The Board
worked closely with the Virginia Society of Certified Public Accountantsyse members
comprise over a third of the approximately 22,500 persons who hold a Virginia license.

5. The Board was initially advised internally to propose these changes througlyukee r
regulatory process. However, in the summer of 2008, primarily because of clrehgesthe

CPA examination is administered in Virginia and in other states, it bezppaeent that one of

the proposed changes should be submitted as an emergency regulation. Since that proposed
change related to the amount of education a person needs to obtain prior to taking oee or mor
parts of the CPA examination, the Board worked closely with educators in developing t
change to be proposed as an emergency regulation.

6. In December 2008, the Board had ready for submission into the regulatory prooess a F
TH-05 for the proposed emergency regulation and a Form TH-02 for all of the proposed new
regulations, including the proposed emergency regulation. Because the proposed new
regulations in the Form TH-02 included the proposed emergency regulation, the Board was
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advised by the Department of Planning and Budget (DPB) to delay submission ofrth&Hror
02 until the emergency regulation was approved. The emergency regulation was oaappr
until May 13, 2009. (It became effective May 14, 2009.)

7. By the time the emergency regulation was approved, it had become appartdm that
deficiencies in the current regulations were causing considerable conéuimsong licensees and
the public over how to apply the requirements of the statutes and the regulations. fEmel staf
executive committee of the Virginia Society of Certified Public Accountafdsmed members
of the Board that they have received a significant number of inquiries. Therstaiffeanbers of
the Board have also received inquiries directly. As an illustration of the confusiethies
course given in December 2009 by a well-established vendor included case batdieguired
participants to decide how to apply certain regulations. However, neither tiluetoisnor the
handout material recognized that those regulations are now overridden byites stat

8. Confusion among licensees and the public over how to apply the requirements of the statutes
and regulations increases the risk of noncompliance and the time required to asseks@nd e
compliance. By the time the emergency regulation was approved, almostsdgd passed

since the revisions to the statutes became effective. Submitting the Fed2 dadild have

delayed eliminating the deficiencies in the current regulations for artetbeears. Therefore,

the Board did not submit the Form TH-02 but instead began investigating whether nilost or a

the changes that were proposed in the Form TH-02 could be submitted through thekfast trac
regulatory process.

9. The Board believes the changes to the regulations it proposes through the fast track
regulatory process should—

1. remove regulations that are now addressed by the statutes,

2. add the emergency regulation that became effective May 14, 2009,

3. add interpretations required as a result of the 2007 revisions to the statutes,
4. clarify the existing guidance that continues to be applicable, and

5. eliminate the current regulations that were time-sensitive and are no longet agdde
the current regulations that only refer to other regulations.

Changes that conform with these criteria can only have a positive econasgic &¥
eliminating the current deficiencies, the risk of noncompliance and the muiea® to assess
compliance will be reduced. No negative economic effects are anticipated.

10. Two of the changes that were proposed in the Form TH-02 do not meet the criteria in
paragraph 9—eliminating the exemption from the requirement to obtain continuingsoootd
education that is currently available for persons who hold a Virginia license and glovide
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services covered by the statutes and changing the amount of continuing profeskioagon

obtained from preparing for and making presentations and from writing that candigeced in
determining whether the holder of a Virginia license has complied with thecionfi

professional education requirements. At its July 1, 2009, meeting, the Board approved groposin
through the fast track regulatory process the changes to the regulationsrthptaposed in the

Form TH-02 other than the two changes that do not meet the criteria in paragraph 9 agd maki
any changes needed to clarify the Board’s intent. The Board also approvednapasiuture

Form TH-02 the two changes that were proposed in the December 2008 Form TH-02 but are not
being proposed in the Form TH-04.

11. The changes to the regulations proposed in the Form TH-02 were revised accordingly and
the revised new regulations were reviewed with DPB and the Office of ther®oveén

October 8, 2009, the Office of the Governor gave its initial approval of proposingithe
regulations through the fast track regulatory process. Accordingly, a H#04d was drafted.
Consistent with the approach taken in the Form TH-02, the Form TH-4 proposes to:

a. Delete all the current regulations from Chapter 21 and repeal the chagifer its
b. Establish a new Chapter 22 and add the proposed new regulations to it.

12. Although there had been no substantive changes to the proposed new regulations since the
Board’s July 1, 2009, meeting and since the Office of the Governor’s initial approval areOct

8, 2009, there had been some clarifying changes. At its November 24, 2009, meetingidhe Boa
approved the final wording of the proposed new regulations that appears in the Form TH-04. On
December 17, 2009, the Office of the Governor reviewed that wording and ganalits f

approval of proposing the new regulations through the fast track regulatory prohbess.

Virginia Society of Certified Public Accountants is submitting a lett@ressing its support of

the proposed new regulations.

13. The Form TH-04 has two sections—the basic form and a supplement:
a. The basic form provides explanations of the proposed changes to the regulations.

b. The level of detail in the basic form is likely to be helpful for most membelseqgiublic
evaluating the proposed changes. However, DPB requested that a more detailed
explanation be prepared for its use. In case some members of the public want more
detailed explanations, the detailed analysis requested by DPB is inclutied=orin
THO-4 as this supplement.

14. This supplement first provides detailed explanations of the deletion of each of current
regulations in Chapter 21. Deleted regulations-are-struclandtthe explanations for the
deletions are shown as observationgalics. The supplement then presents Chapter 22 as it
would look if the proposed new regulations were approved. Since all of the text of Chapter 22
would be new, it is presented in the supplement without special markings such as underlining
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Each of the proposed new regulations that would be in Chapter 22 is accompanied by
explanations shown imalics. References introduced by “8” or “section” in the explanations for

the proposed deletions to Chapter 21 and the proposed additions to Chapter 22 are citations to the
Code of Virginia.
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CHARTER 21
BOARD OFACCOUNTANCY REGULATIONS-
Part1
it | S

18VAC 5-21-10Definitions. [Observation: As a result of the 2007 revisions, § 54.1-4400
contains all the definitions the Board believes are necessary. Therefore, the Boavddeli

there is no need for a separate definitions section in the regulations. In addition, the revisions
significantly changed most of the definitions that were in the former statutes and the curre
regulations. The Board proposes to replace the current 18VAC5-21-10 with 18VAC5-22-10,
which would serve as a placeholder in case future definitions are needed, is entitled
“Definitions,” and says—

The definitions in § 54.1-4400 of the Code of Virginia apply to these regulations.]

ocia Colleges-and ools-and-W ociation-o 06 Colleges.
[Observation: The term “accredited institution” is defined in § 54.1-4400. That definition is
intentionally broader than the definition in the current regulations because it does not limit
accreditation to the six major regional accrediting organizations listed in the current

regulations:

“Accredited institution” means a degree-granting college or university accreditedrdoy

(i) one of the six major regional accrediting organizations—Middle States Association of
Colleges and Schools, New England Association of Schools and Colleges, North Central
Association of Colleges and Schools, Northwest Commission on Colleges and Universities,
Southern Association of Colleges and Schools, and Western Association of Schools and
Colleges—or their successors, or (ii) an accrediting organization demonstrating to the Board
periodically, as prescribed by the Board, that its accreditation process and standards are
substantially equivalent to the accreditation process and standards of the six major regional
accrediting organizations.

To address how an accrediting organization can meet the requirements of the last part of the
definition, the Board is proposing 18VAC5-22-60, which is entitled “Determining whether a
college or university is an accredited institution:”

A. For the purpose of complying with subdivision A 1 a of § 54.1-4409.2 of the Code of
Virginia, a college or university that is not accredited by one of the six major regional
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accrediting organizations listed in the definition of “accredited institution” in § 54.1-
4400 of the Code of Virginia or their successors shall be considered an accredited
institution if it is accredited by an accrediting organization recognized by The Council on
Higher Education Accreditation (CHEA) or its successor. Publication of the name of the
accrediting organization by CHEA or its successor shall be sufficient notificatiorhthat t
accrediting organization is recognized by CHEA or its successor.

B. To determine whether a college or university is an accredited institution if itiedited
by an accrediting organization that is neither one of the six major regional accrediting
organizations or their successors, nor an accrediting organization recognized by CHEA
or its successor, representatives of the accrediting organization shall meet wikh a tas
force appointed by the Board to study and recommend to the Board how the organization
shall demonstrate that its accreditation process and standards are substantially
equivalent to the accreditation process and standards of the six major regional
accrediting organizations or their successors. The size and composition of the task force
shall depend on the facts and circumstances. However, at least one of the members of the
task force shall have substantial experience with the accreditation process and standards
of the six major regional accrediting organizations or their successors.

After the task force provides its recommendations to the Board, the Board shall decide
what the requirements shall be to demonstrate that the accreditation process and
standards of the accrediting organization are substantially equivalent to the
accreditation process and standards of the six major regional accrediting organizations
or their successors and shall communicate its decision to the organization. The
organization shall then provide the required documentation to the Board that will enable
the Board to decide whether a college or university accredited by the organization is an
accredited institution as defined in § 54.1-4400 of the Code of Virginia.]

acounting-principles-erstanrdardfObservation: This definition is not correct. For example,
assurance in the context of the practice of public accounting (which is defined in § 54.1-4400) is
expressed about conformity rather than about reliability. The term “assurance” is defiged i
54.1-4400:

"Assurance” means any form of expressed or implied opinion or conclusion about the
conformity of a financial statement with any recognition, measurement, presentation, or
disclosure principles for financial sta